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the standard adopted under §906.8(e), a
homeownership plan may provide for
below-market purchase prices or
below-market financing, or a combina-
tion of the two. Discounted purchase
prices may be determined on a unit-by-
unit basis, based on the particular pur-
chaser’s ability to pay, or may be de-
termined by any other fair and reason-
able method (e.g., uniform prices for a
group of comparable dwellings, within
a range of affordability by a group of
potential purchasers).

(b) Types of financing. Any type of
private or public financing may be used
(e.g., conventional, Federal Housing
Administration (FHA), Department of
Veterans Affairs (VA), Farmers’ Home
Administration (FmHA), or a State or
local program). A PHA may finance or
assist in financing purchase by any
methods it may choose, such as pur-
chase-money mortgages, guarantees of

mortgage loans from other lenders,
shared equity, or lease-purchase ar-
rangements.

§906.13 Protection against fraud and
abuse.

A homeownership plan shall include
appropriate protections against any
risks of fraud or abuse that are pre-
sented by the particular plan, such as
collusive purchase for the benefit of
nonresidents, extended use of the
dwelling by the purchaser as rental
property, or collusive sale that would
circumvent the resale profit limitation
of §906.14.

§906.14 Limitation on resale profit.

(a) General. If a dwelling is sold to
the initial purchaser for less than fair
market value, the homeownership plan
shall provide for appropriate measures
to preclude realization by the initial
purchaser of windfall profit on resale.
“Windfall profit”” means all or a por-
tion of the resale proceeds attributable
to the purchase price discount (the fair
market value at date of purchase from
the PHA less the below-market pur-
chase price), as determined by one of
the methods described in paragraphs
(b) through (d) of this section. Subject
to that requirement, however, pur-
chasers should be permitted to retain
any resale profit attributable to appre-
ciation in value after purchase (or a

§906.14

portion of such profit under a limited
or shared equity arrangement), along
with any portion of the resale profit
that is fairly attributable to improve-
ments made by them after purchase.

(b) Promissory note method. Where
there is potential for a windfall profit
because the dwelling unit is sold to the
initial purchaser for less than fair mar-
ket value, without a commensurate
limited or shared equity restriction,
the initial purchaser shall execute a
promissory note, payable to the PHA,
along with a mortgage securing the ob-
ligation of the note, on the following
terms and conditions:

(1) The principal amount of indebted-
ness shall be the lesser of:

(i) The purchase price discount, as
determined by the definition in para-
graph (a) of this section and stated in
the note as a dollar amount; or

(ii) The net resale profit, in an
amount to be determined upon resale
by a formula stated in the note. That
formula shall define net resale profit as
the amount by which the gross resale
price exceeds the sum of:

(A) The discounted purchase price;

(B) Reasonable sale costs charged to
the initial purchaser upon resale; and

(C) Any increase in the value of the
property that is attributable to im-
provements paid for or performed by
the initial purchaser during tenure as a
homeowner.

(2) At the option of the PHA, the note
may provide for automatic reduction of
the principal amount over a specified
period of ownership while the property
is used as the purchaser’s family resi-
dence, resulting in total forgiveness of
the indebtedness over a period of not
less than five years from the date of
conveyance, in annual increments of
not more than 20 percent. This does not
require a PHA'’s plan to provide for any
such reduction at all, or preclude it
from specifying terms that are less
generous to the purchaser than those
stated in the foregoing sentence.

(3) To preclude collusive resale that
would circumvent the intent of this
section, the PHA shall (by an appro-
priate form of title restriction) condi-
tion the initial purchaser’s right to re-
sell upon approval by the PHA, to be
based solely on the PHA’s determina-
tion that the resale price represents
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fair market value or a lesser amount
that will result in payment to the
PHA, under the note, of the full
amount of the purchase price discount
(subject to any accrued reduction, if
provided for by the homeownership
plan pursuant to paragraph (b)(2) of
this section). If so determined, the
PHA shall be obligated to approve the
resale.

(4) The PHA may, in its sole discre-
tion, agree to subordination of the
mortgage that secures the promissory
note, in favor of an additional lien
granted by the purchaser as security
for a loan for home improvements or
other purposes approved by the PHA.

(c) Limited equity method. As a second
option, the requirement of this section
may be satisfied by an appropriate
form of limited equity arrangement,
restricting the amount of net resale
profit that may be realized by the sell-
er (the initial purchaser and successive
purchasers over a period prescribed by
the homeownership plan) to the sum of:

(1) The seller’s paid-in equity;

(2) The portion of the resale proceeds
attributable to any improvements paid
for or performed by the seller during
homeownership tenure; and

(3) An allowance for a portion of the
property’s appreciation in value during
homeownership tenure, calculated by a
fair and reasonable method specified in
the homeownership plan (e.g., accord-
ing to a price index factor or other
measure).

(d) Third option. The requirements of
this section may be satisfied by any
other fair and reasonable arrangement
that will accomplish the essential pur-
poses stated in paragraph (a) of this
section.

(e) Appraisal. Determinations of fair
market value under this section shall
be made on the basis of appraisal with-
in a reasonable time prior to sale by an
independent appraiser, to be selected
by the PHA.

§906.15

(a) General authority for use. Sale pro-
ceeds may, after provision for sale and
administrative costs that are necessary
and reasonable for carrying out the
homeownership plan, be retained by
the PHA and used for housing assist-
ance to low-income families (as such

Use of sale proceeds.

24 CFR Ch. IX (4-1-00 Edition)

families are defined under the Act).
The term ‘‘sale proceeds’ includes all
payments made by purchasers for cred-
it to the purchase price (e.g., earnest
money, downpayments, payments out
of the proceeds of mortgage loans, and
principal and interest payments under
purchase-money mortgages), along
with any amounts payable upon resale
under §906.14, and interest earned on
all such receipts. (Residual receipts, as
defined in the ACC, shall not be treated
as sale proceeds.)

(b) Permissible uses. Sale proceeds
may be used for any one or more of the
following forms of housing assistance
for low-income families, at the discre-
tion of the PHA and as stated in the
HUD-approved homeownership plan:

(1) In connection with the home-
ownership plan from which the funds
are derived, for purposes that are justi-
fied to ensure the success of the plan
and to protect the interests of the
homeowners, the PHA and any other
entity with responsibility for carrying
out the plan. Nonexclusive examples
include nonroutine maintenance re-
serves under §906.11; a reserve for loans
to homeowners to prevent or cure de-
fault or for other emergency housing
needs; a reserve for any contingent li-
abilities of the PHA under the home-
ownership plan (such as PHA guaranty
of mortgage loans); and a reserve for
PHA repurchase, repair and resale of
homes in the event of defaults.

(2) In connection with another HUD-
approved homeownership plan under
this part, for assistance to purchasers
and for reasonable planning and imple-
mentation costs.

(3 In connection with a State or
local homeownership program for low-
income families, as described in the
homeownership plan, for assistance to
purchasers and for reasonable planning
and implementation costs. Under such
programs, sales proceeds may be used
to construct or acquire additional
dwellings for sale to low-income fami-
lies, or to assist such families in pur-
chasing other dwellings from public or
private owners.

(4) In connection with the PHA'’s
other public housing that remains
under ACC, for any purposes authorized
for the use of operating funds under the
ACC and applicable provisions of the
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